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1. Whatissustainabilityriskand canitaffectthevalue of
investments?

KBCAssetManagement NV (‘KBCAM’) definessustainability riskastheriskthatthevalueof aninvestment
is adversely affected by environmental, social or governance events or trends. ‘Environmentalrisk’ refers
totheriskthatthevalue ofaninvestmentisadversely affected by environmental events or conditions,
including factors resulting from climate change and other environmental degradation. ‘Social risk’
refers to the risk that the value of an investmentisadversely affected bysocial events orconditions.
‘Governancerisk’ refers to theriskthatthevalue ofaninvestmentis adversely affected by events or
conditions resulting fromincompetent or otherwise inadequate corporate governance. The nature of
these risks may vary overtime:

e Short-term sustainability risk usually depends on a particular event. These types of risks generally
only haveanimpactonthe value of the investment at the time when the event occurs. Examples of
such events include an accident (resulting in litigation, for example to compensate damage to the
environment); court cases and penalties (for example, for failing to respect social legislation);
scandals (for example, when a company gets bad publicity because human rights are not upheld
throughout its supply chain or because a company’s products do not uphold the ESG standards it
promises, where ESGstandsfor ‘Environmental, Social and Governance’). These sustainability risks
areconsideredtobe higherifanissuerisinanyway negligentin applying the ESG standards.

e Inthelonger term, sustainability risk refers to risks that may develop over the long term, such as:
exposure to business activities that may come under pressure due to climate change (forexample,
parts of the automotive industry); changing product preferences from customers (for example,
preference for more sustainable products); difficulties in recruiting; increasing costs (for example,
insurance companies that face claims due to changing weather conditions). As this risk develops
over the long term, companies can mitigate it, for example by changing their product offer, improving
their supply chains, etc.

However, since not all types of business operations can be adjusted with the same degree of flexibility,
some operations are more exposed to sustainability risk than others (case in point: the oil industry).
Sustainability risk therefore also depends on the specific investment policy of the individual fund or
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2. To what extent is sustainability risk integrated into KBC AM’s

investment policy?

In its investment policy, KBC AM accounts for sustainability risks by:

o defining an exclusion policy which applies to all funds and discretionary mandates. Further information
can be found at www.kbc.be/investment-legal-documents > General exclusion policy for

conventional and Responsible Investing funds; and

o Responsible Investing funds and discretionary mandates may be subject to additional criteria for
responsible investing. For a detailed description of these additional criteria, go to:
www.kbc.be/investment-legal-documents > Exclusion policy for Responsible Investing funds.

As part of the investment policy, the management company continuously assesses the underlying
investments at the issuer level, as well as (if relevant) at the level of the asset allocation and the
regional or sectoral allocation. During these regular assessments, sustainability risk is considered
one of the various elements that may impact investment returns. KBC AM’s Responsible Investing
research team assigns an ESG risk rating to most companiesincludedinthebest-knownbenchmarksand
to a selection of small and medium- sized enterprises, based on reports it receives from an ESG data
provider. This ongoing ESG risk assessment covers a number of ESG indicators (where available), ranging
from companies’ carbonemissionstotheirrespectforfundamentallabourrightsintheirsupplychains.ESG
risk ratings are a key part of KBC AM’s investment policy and are shared internally with portfolio
managers and strategists, so they can use these during the investment decision-making process.
Finally, Responsible Investing funds aimto reduce the weighted average ESG Risk Rating (of companies)
relative to the reference portfolio.

Basedonthese principles, KBCAMgenerally believesthat ourfunds have alowsustainability risk, unless
otherwise specified in the pre-contractual documents.
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3. Principal Adverse Impacts(PAls)

KBC AM aims to achieve long-term investment returns for its clients that take into account sustainability
considerations. This means that KBC AM makes investment decisions on behalf of its clients based on aninvestment
policy which makes allowances for sustainability risks and social, ethical and environmental standards.

The Principal Adverse Impacts (PAls) on sustainability are largely hedged by the exclusion policy pursued. A
number of activities are excluded from all actively managed investments funds (other than Responsible
Investing funds). Examples of excluded companiesinclude companies involved in controversial arms, thermal
coal or the manufacture of tobacco products. The most serious violators of the principles of the UN Global
Compact and companies involved in human-rights violations are also excluded. Government bonds issued by
countries with the most controversial regimes are excluded, and KBCAM will notinvestin financial instruments
linked to livestock and food prices. Please note: passively managed investment funds, structured funds and
fundsinvestinginthird-party KBCAM funds may not apply all the exclusioncriteria.

Within our Responsible Investing funds, the PAI’s are taken into account through the norms-based screening
and ESG Risk Rating screening for companies and through the ESG screening for countries as well as through
the exclusion of countries that do not respect sustainability criteria and are involved with controversial

regimes.

A number of additional activities are excluded from our Responsible Investing funds compared to our
non-Responsible Investing funds. Companies which do not comply with the main international principles or
standards are excluded. This includes, for example, the UN Global Compact Principles, the conventions of the
International Labour Organization (ILO), the OECD Guidelines for Multinational Enterprises and the UN Guiding
Principles on Business and Human Rights (UNGPs). Companies involved in severe controversies related to
environmental, social or governance issues are also excluded. All companies involved in fossil fuels are excluded
from Responsible Investing funds, with the exception of green bonds issued by these companies which promote
the energy transition. Companies involved in defence contracts or small arms are also excluded, as are
companies that have an adverse impact on biodiversity. Restrictions also apply to companies involved in
gambling, adult entertainmentand fur and exotic leather. In addition, countries that do not respect
sustainability criteria, that are involved with controversial regimes and countries ranked among the 10% worst
performers (accordingtothe ESGratingmodel)areexcluded, asarecompanies with high ESGriskratings and all
companies located in countries that encourage unfair tax practices. Ad-hoc exclusion ordeliberationofcompanies
ispossible,butonlyontheadvice oftheResponsible Investing Advisory Board. You will find more information in

the General exclusion policy for conventional and Responsible Investing funds and Exclusion policy for

Responsible Investing funds.

In addition to the strict exclusion policy, our Responsible Investing funds promote the integration of
sustainability into the policy decisions of issuers (i.e. companies, governments, supranational debtors and/or
government-linked agencies), for example by showing a preference for issuers with higher ESG ratings, and
by promoting the reduction of climate change by preferring issuers with lower GHG intensity, with the
intention of achieving a predetermined GHG intensity target. Our Responsible Investing funds also, for
example, support sustainable development, by including issuers that contribute to achieving the UN
Sustainable Development Goals and by promoting the transition towards a more sustainable world
through investments in bonds financing green and/or social projects.

Withinthe conventional funds,a number of PAl’sareexplicitly takeninto accounttrough the exclusion policies.
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For all actively managed funds, for corporates the worst violators of the UN Global Compact principles
and companies involved in controversial weapons as well as thermal coal are excluded and for sovereign
related instruments controversial regimes are excluded.

In addition, a number of PAl's are implicitly taken into account through our Proxy Voting and
Engagement Policy.. KBCAM exercisesthevotingrightsassociated withthe sharesmanagedinthefunds. Under
the ProxyVotingand Engagement Policy, KBCAMvotes in shareholder meetings and actively communicates with
companies, because KBC AM firmly believesthatactiveshareownershipcanhaveapositiveinfluenceonitsinvestee
companies in the medium and long term. For further information, see Proxy Voting and Engagement Policy:

(kbcgroup.eu).

FormoreinformationaboutthePrincipal Adverselmpacts,seethe Statementonthe Principal Adverse

Impacts onSustainability.

4. Shareholder engagement

As part of its commitment to responsible investing, KBC AM exercises the voting rights associated
withthesharesit manages in the funds inaccordance withitsProxyVotingand Engagement Policy (the
‘Proxy Voting Policy’). This means that KBC AM votes in shareholder meetings and communicates with a
large number of companies in order to represent its clients’ interests. The key principles of the Proxy Voting
Policyandtheannualreporton KBCAM's activitiesrelated to proxy voting and shareholder engagement
are available atwww.kbc.be/investment- legal-documents.

5. Ethical standards

The KBC group, KBC AM’s parent company, is committed to upholding the following international
business codes, and KBC AM’s investment policy and investment processes are aligned with these
commitments:

e The United Nations Environmental Programme Finance Initiative (UNEP FI) Principles for
Responsible Banking;

e TheCollective Commitmentto Climate Action, as part of which the KBCgroup commits topromoting
theshifttowardsagreenereconomyas muchaspossibleand,indoingso, reducingglobalwarmingto
wellbelow2°C,strivingfor1.5°C,inaccordancewiththeParis Climate Agreement;

e The Tobacco-Free Finance Pledge, which encourages financial institutions to divest from the tobacco
industry;and

e The United Nations Principles for Responsible Investment.
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This documentis a publication of KBCAsset Management NV (KBCAM). The information may be changed without
notice and offers no guarantee for the future. No part of this document may be reproducedwithoutthepriorexpress
writtenconsentof KBCAM. Thisinformationisgovernedbythe laws of Belgium and is subject to the exclusive

jurisdiction of its courts.
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